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A Guide to Continuing
Education

Dr. Clara C. Lelievre, CPA
Dr. Thomas W. Lelievre, CPA
Cincinnati, Ohio
The authors give a comprehensive over
view of the topic including subject mat
ters that might qualify, forms the courses
or lectures might take, and institutions
that might offer them.

Continuing Education (CE)1 with its
many faces has grown from an idea of
several forward-looking members of the
council of the American Institute of
Certified Public Accountants (AICPA) to
a reality, and in many cases a requirement
for the professional accountant. Over a
period of several years other professionals
have struggled with the concept of CE.
The institution of such requirements has
served to strengthen the affected profes
sions by upgrading the professional com
petence and performance of their mem
bers. The few persons who may have been
denied the right to practice because of
non-adherence to CE standards probably
were the weaker members of the profes
sions who may have been performing
substandard services.

Dr. Clara C. Lelievre, CPA, and Dr.
Thomas W. Lelievre, CPA, are married to
each other. They earned their B.S., their
M.S., and their Ph.D. degrees at the Uni
versity of Alabama and are now Associate
Professors of Accounting at the Univer
sity of Cincinnati. Both hold CPA Certif
icates from Alabama and Ohio.
Dr. Thomas Lelievre is a member of the
AICPA and the Alabama and Ohio Soci-

doubles every ten years, possibly more
often in many disciplines. Whether the
accountant is primarily concerned with
auditing, taxes, management services, re
cord processing, or serving as a member
The Need for Continuing Education
of the management team, he or she must
The professional posture of any profes be concerned with the new skills and
sion is strengthened by a continuing knowledge that are being continually
education requirement. The prediction is added. One of the marks of a profession is
that engineering graduates of MIT will a commitment to acquiring this expanded
be obsolete in seven years if they do not knowledge. No profession will retain its
keep up with new developments. Many professional status for long without such
new medical techniques and drugs are education.
added each five years to the necessary
The public interest is vitally affected
knowledge of an up-to-date physician. It through the work of the accountant; this
is generally believed that knowledge necessitates professional CE. Any group
4 / The Woman CPA

eties of CPAs.
Dr. Clara Lelievre was the first woman to
be licensed as a CPA in Alabama. She is a
member of the AICPA, the NAA, the
Alabama Society of CPAs, as well as of
AWSCPA and ASWA. She was the Char
ter President of the Birmingham Chapter
of ASWA and has served on the national
board of AWSCPA and the Editorial
Board of The Woman CPA.

that serves the public, as does the ac
counting profession, is obligated to keep
abreast of current developments. One of
the five broad concepts in the restate
ment of the Code of Professional Ethics
(effective March 1, 1973) states: “A
Certified Public Accountant (CPA)
should observe the profession’s technical
standards and strive continually to im
prove his competence and the quality of
his services.” Competence does not mean
the mere passing of a qualifying examina
tion. Such examination is merely an entry
into the profession. The rendering of
services is accompanied with the assump
tions of responsibilities for such services.

The outcome of recent legal actions
against members of the profession rein
forces the premise that accountants are
performing services that are in the public
interest. A recent ruling of the Ethics
Board of the Ohio Society of CPA’s
involved the disciplining of a member
relative to his attestation of a sub
standard financial statement. The board
decided that the accountant involved
prepared such a statement, not with the
intent to mislead, but because he was not
aware of current disclosure requirements.
The offending member was required to
complete a specified professional develop
ment course before he would be allowed
to continue to practice as a CPA.
Personal development should provide
the motivation for all accountants to
continue their educational development.
No one maintains a static body of knowl
edge; each day people forget a portion of
what they know and a portion of what
they know becomes irrelevant or obsolete.
Accountants become less able to fulfill
their professional and societal obligations
unless their minds are continually replen
ished with new knowledge and skills.
How often do they examine their activi
ties to see how effectively they are
growing with their profession?

Recommendations of Professional
Organizations and CE Requirements
of Various States

Several years of discussing CE require
ments culminated in April, 1971, when
the council of the AICPA passed a resolu
tion urging each of the states to institute
a CE requirement as a prerequisite to the
renewal of licenses to practice public
accounting. The requirement could be
achieved either through a legislative act or
by regulations issued by the State Ac
countancy Board. Individuals seeking a
renewal of their permit to practice would
be required to demonstrate that they are
continuing their professional education.
Recommended guidelines for implement
ing the resolution were published at the
same time. A brief summary of the
guidelines are as follows:

1.

Basic requirements
a. 120 hours or 15 days of accept
able CE to be completed each
three years
b. Effective date — three years
after adoption
c. Board of Accountancy should
have authority to make excep
tions for reasons of health, mili
tary service, . . . retirement, etc.

2. Programs which qualify
These are discussed in detail in the
next section of this paper.

3.

Controls and reporting
The CPA must provide a list of CE
programs in which he or she partic
ipated, detailing sponsoring organ
izations, course location, title and/
or description of content, dates
attended, and hours claimed.

NAA. In 1972 the National Associa
tion of Accountants (NAA) established a
program to recognize professional compe
tence in the field of management ac
counting, a program leading to the Certif
icate in Management Accounting (CMA).
The objectives of the program are: (1) to
establish management accounting as a
recognized profession by identifying the
role of the Management Accountant
(MA) and the underlying body of knowl
edge, and by outlining a course of study
by which such knowledge can be acquir
ed; (2) to foster higher educational stan
dards for an MA; and (3) to assist
employers, educators, and students by
establishing an objective measure of an
individual’s knowledge and competence
as an MA. Once a person has met the
requirements for the CMA including the
passage of a national examination, meet
ing designated educational standards, and
two years of professional experience as an
MA, the certificate holder is required to
maintain proficiency in the field by com
pleting an average of 30 hours of profes
sional study each year. The programs that
qualify as CE programs are discussed with
those of the AICPA since they are similar.
State requirements. At the present
time five states have CE requirements. A
summary of the status of such require
ments is given in Table I. This table
results from a survey of the requirements
of the individual states conducted by the
authors in late 1972 relative to CE
regulation or legislation in each state. A
copy of the legislation or regulations was
examined when such existed. As the table
indicates, two of the states have legisla
tive requirements while three CE require
ments are the result of Accountancy
Board regulation. The state requirements
follow closely the guidelines set forth by
the AICPA relative to required hours,
courses that qualify, etc. An examination
of the table indicates that by the end of
1974 a substantial number of states will
have CE requirements. This assumption is
based on comments by respondents to
the questionnaire that legislation would
be introduced during the next biannual
meeting of the state legislatures.

Table I
STATUS OF CONTINUING EDUCATION
REQUIREMENTS
as of January 1, 1973
NUMBER OF
STATES
Requirement mandatory:
Act of legislature.........
3
State Board Regulation . .
2
Legislation pending.................
2
Holding public hearings ....
1
Legislation contemplated ...
18
Ad Hoc Committee of State
Society studying problem .
6
Serious planning stage............
3
Voluntary programs..............
2
Total states with programs
or considering programs 37

An hour of continuing education. An
hour of CE is deemed to be the actual
time spent in attendance at formal pro
grams of learning; hours devoted to prep
aration do not count. An hour must be at
least fifty minutes (this corresponds to
the amount of time considered to be an
hour in the college classroom). A college
course carrying three quarter-hours of
credit, which would meet three hours per
week for ten weeks, would qualify for 30
hours of CE credit. However, courses do
not have to be either college courses or
courses for college credit. Service as a
lecturer at a CE program or as a speaker
at technical meetings is to be counted as
CE and will be evaluated on an individual
basis. No one would question that a
technical talk lasting for fifty minutes
should carry more credit than one hour
of attendance credit due to the prepara
tion time involved.
Nature of CE Programs

The overriding consideration in determin
ing whether a specific program qualifies is
that it should be a formal program of
learning which contributes directly to the
professional competence of an individual
after he or she has been licensed to
practice accounting, either as a public
accountant or as an MA. Generally the
laws requiring CE apply to licensed public
accountants as well as CPAs in the five
states. Formal programs requiring atten
dance qualify if an outline is prepared in
advance and preserved, the program is at
least one hour (fifty minutes) in length,
the program is conducted by a qualified
instructor or speaker, and a record of
attendance is maintained.2 Other pro
grams that do not require class atten
dance, such as individual study and
correspondence (discussed in the next
section) also qualify. Technical sessions at
meetings of professional organizations
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qualify, if listed requirements are met. It
is not anticipated that on-the-job training
will qualify. NAA will also give credit for
major technical articles authored and
published. The amount of credit to be
given will be determined in each indivi
dual case.
Technical courses. A broad range of
courses would be included in the qualify
ing programs. Illustrative of the subjects
which may qualify are financial account
ing, management accounting, auditing,
taxes, mathematics and statistics, com
puter science, economics, finance, man
agement, production, and business law.
This list is by no means complete, but it
covers the spectrum of knowledge and
skills required for successfully managing
organizations, be they business, govern
ment, or non-profit. Today’s accountants
are found in all areas of economic activ
ity, not just in the profit-oriented sector.
Organizational theory is in the process of
developing new ideas and organizational
forms; it is vital that the accountant
understand these if he or she is to be a
contributing member of the teams that
are directing today’s economic activities
— either in the role of an MA, an indepen
dent accountant attesting to financial
statements, or an accountant rendering
tax or management services.
Non-technical courses. The recom
mendations of Horizons for a Profession3
clearly delineate the need for broad-based
knowledge if the accountant is to be a
real professional. The behavioral science
area (specifically psychology and sociolo
gy) was singled out for special attention.
In the day-to-day environment all accoun
tants must work with people; it is there
fore important that they have an under
standing of the basic elements of human
behavior. The profession has done little
to emphasize the importance of knowing
something of “what makes people tick.”
Little has been done on motivational
research. Why do accountants change jobs
so often? Does the accounting profession
offer its members the desired job satisfac
tions? Job satisfaction encompasses much
more than monetary rewards and job
security. CE programs in these areas
should certainly increase the accountant’s
competence as an advisor and member of
a management team.
Another area stressed in Horizons is
the ability to communicate, both orally
and in writing. Must accountants be good
public speakers to be competent accoun
tants? Probably not, but they are certain
ly more valuable and capable members of
the profession if they are able to express
and sell their thoughts in group situa
tions. Such skills would surely enable
6 / The Woman CPA

them to be more forceful members of any
organization. The ability to communicate
in writing could qualify as part of the
technical requirements. The suggestion
has been made that an individual should
pass an examination that would indicate
competence in writing as a requirement
for sitting for professional examinations.
The most common complaint about ac
counting graduates concerns their poor
writing ability and not their technical
competence as accountants. Other non
technical areas could be listed, but it
suffices to state that there are many
courses that will contribute to the “tech
nical competence” of an individual that
are not strictly technical courses.

Types of Available Programs

Different organizations and institutions
offer various programs. However, these
programs can usually be classified into
seven basic types.
Seminars center around group discus
sion among the participants. They may
use lectures to cover key points and
problem solving to demonstrate applica
tion of the ideas discussed. They are
generally one day or less in length and
may cover technical as well as non
technical subjects. Small groups are best
for seminars since they encourage group
discussion and individual participation.
Courses utilize lectures, group discus
sions, demonstrations, and problem sol
ving to provide in-depth instruction and
training in subjects which, because of
technical requirements or specialized ap
proaches, may not lend themselves to
seminar or lecture treatment. Courses
offered by professional organizations may
last from two to five days. Courses
offered by colleges and universities usual
ly follow the quarter or semester plan of

meeting three hours a week. However,
schools are realizing that the traditional
time-frame of ten weeks for a quarter or
fourteen weeks for a semester may be
better replaced by courses that run over a
shorter period of time. The University of
Cincinnati is presently conducting a grad
uate program for the Department of
Labor in Washington, D.C., that utilizes a
time-frame of one full day per week for
five weeks. The participants receive three
quarter-hours of college credit upon suc
cessful completion of such courses. In CE
courses students are often sent materials in
advance, since advance preparation is
often necessary if participants are to get
the maximum benefits from the course.
Workshops provide participants with
training in techniques and procedures by
illustrating their application in actual case
situations. They are usually from one to
two days in length and are normally on
technical subjects. Computer applications
are an example of subjects that can be
effectively studied in workshops, since
they give the participants a chance to get
on-hand experience with the computer
hardware. To be most effective, the ratio
between the number of students and the
number of workshop directors must be
low. Workshops require no advance prep
aration by the participant.
Lecture programs consist of lectures
and panel discussions by authorities on
specific technical or non-technical sub
jects. They are followed by question-andanswer sessions during which participants
may bring up specific problems, points,
or experiences. Lecture programs are de
signed to serve large groups. No advance
preparation is required by the participant.
Training programs are usually from
one to two weeks duration. They are best
presented at some location away from the
pressures of day-to-day work, often on
college campuses. They offer a quick and
convenient means for providing intensive
practical training. Such programs can be
used to obtain both basic and advanced
training in many specific subjects, techni
cal and non-technical.
Individual study consists of pursuing
prescribed courses of study on a personal
basis. This type of study takes many
forms, the earliest being correspondence
courses, the latest being cassette tape and
workbook courses. Also relatively new
are the programmed courses which are
especially adaptable to certain topics.
Programmed instruction requires that the
reader learn each unit (lesson) thoroughly
before progressing to the next lesson.
Considering the current emphasis on CE
it is predicted that individual study may

comprise a major portion of the continu
ing study of many individuals, especially
those who may be employed in nonurban areas.
Technical meetings involve attendance
at and participation in technical meetings
of accounting and business related organi
zations. Monthly technical meetings of
local chapters of NAA and state chapters
of CPA societies are held in major metro
politan areas. Other organizations such as
Financial Executives, Internal Auditors,
Tax Executives, Planning Executives In
stitutes, American Society of Women
Accountants, etc., offer eight to ten
technical meetings each year. All of the
mentioned organizations also have an
annual meeting, lasting from two to three
days. The majority of the annual meet
ings are devoted to technical sessions. In
order for technical meetings to qualify as
CE under suggested regulations, a record
must be kept of persons in attendance, an
outline of the speech or lecture should be
available, the meeting must last at least
fifty minutes, and the speaker or lecturer
must be qualified. With additional plan
ning, monthly technical meetings can
satisfy these requirements.

courses are only available in Chicago. A
list of course topics and locations can be
obtained from the NAA Continuing Edu
cation Department (address given below).
Local Colleges and Universities. A vari
ety of programs are available at local
colleges and universities. Many schools
offer regular undergraduate and graduate
programs on weekday evenings or on
Saturday. Thus the person who is em
ployed full time can enroll for additional
college work. The main criticism of these
courses is that they generally last from 10
to 14 weeks. Some colleges are starting to
offer these courses in a shorter time
frame. Recent research by the authors
indicates that the persons desiring addi

review course. However, these courses are
not CE programs since they are taken
prior to obtaining the CPA or CMA
certificate. Direct contact should be made
with local colleges to determine available
programs. The majority of schoolshave a
continuing education division that admin
isters such programs.
In-house training. Many firms, both ac
counting and industrial, have organized
educational programs within the firm.
These are generally well-organized pro
grams directed by well-qualified instruc
tors. Good examples of these are the pro
grams of the national and regional
accounting firms and industrial programs
such as those offered at General Electric.

tional education at the post-graduate level
prefer courses that can be completed
within a four to five week time span.
Colleges will undoubtedly adjust to the
needs of the public in this respect. (Many
persons starting CE programs will prob
ably wish to pursue a course of study that
will lead to a graduate degree.)
Colleges are also offering non-credit
courses that meet the requirements of CE
programs. Generally these are short-term
technical courses, but they may also be
non-technical. The courses may take the
form of seminars and workshops. Since
they are not for credit, they seldom
require advance preparation by the partic
ipant. Programs of this type are often
offered under joint sponsorship with other
organizations. For example, IRS offers a
course in cooperation with area colleges
prior to each tax season to acquaint the
tax practitioner with changes in the tax
laws. Colleges have also been active in
offering CPA review courses; several are
in the process of planning for a CMA

The drawback of these programs is that
they are usually limited to the employees
of the firm. The NAA courses and some
of the AICPA programs are available for
in-house programs; however, the NAA
limits the in-house training that will count
toward the thirty hours per year required
under the CMA regulations to fifteen
hours per year. On-the-job training does
not qualify as CE courses.

Inventory of Available Programs

The list that follows is by no means
complete. These are the programs that
can usually be found in the majority of
large metropolitan areas.
AICPA. The professional development
division of the AICPA has developed a
wide range of programs, the majority
being offered through cooperation with
the state societies of CPAs. These pro
grams take the form of courses, seminars,
workshops, lecture programs, training
programs, and individual study. No at
tempt is made in this paper to list these
since they change constantly. An up-todate list of all current offerings can be
obtained by contacting the Professional
Development Division of the AICPA at
the address given at the end of this paper.
Membership in the participating organiza
tions is not a requirement for registering
for the programs.
NAA. The CE program of the NAA is
offered on a regional basis in a spring and
fall series of courses. All of these courses
require personal attendance of from two
to five days; a series of cassette tapes are
being prepared but are not yet ready for
release. The 1973 Spring catalogue lists
26 courses offered in six locations. Some
of the most popular ones are offered at
all locations, but some of the newer

Cooperating firms. Many firms, both
public and industrial, often offer pro
grams on a joint basis. Firms in the same
localities can offer such programs on a
more economical basis by hiring an in
structor and using course materials of
other organizations or institutions. Col
lege instructors often conduct these
courses on technical and non-technical
subjects.

Correspondence courses. Until recent
years correspondence courses were the
only courses available to the individual
who did not live within commuting dis
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tance of a college or university. Today
such courses are available from schools
who operate exclusively in this manner
and colleges and universities servicing
rural areas. Some of the AICPA courses
of individual study would fall in this
classification. The Armed Services also
offers an extensive array of such courses
in cooperation with regional colleges.
Technical meetings. The regular tech
nical meetings of various professional
organizations are probably the most ac
cessible of all CE programs. The authors
believe that once CE requirements be
come more wide-spread, technical pro
grams will improve. Organizations such as
the NAA and ASWA plan programs one
year in advance. Thus a person can decide
which programs will meet his or her
specific educational needs. Annual meet
ings of professional groups would contain
from six to twelve hours of CE programs.
Miscellaneous. There is no doubt that
there are many programs which are not
listed that serve to increase a person’s
professional competence. No effort is
made to enumerate these; they would
differ from area to area. The investors’
forum offered once a year by the Cincin
nati Enquirer for two hours on four
successive Monday nights is an example
of such a program. Each individual should
check his or her area for similar programs.
Role of the Firm or Employer

might be the cost of university and
college courses that lead to a degree.
However, even here a common practice of
industrial firms is to pay at least a portion
of the cost of such programs. The AICPA
and NAA course expenses, as well as the
travel costs connected with such pro
grams, are usually paid by the employer.
Practices vary on payment of expenses
for attending technical meetings; it is the
opinion of the authors that the majority
of firms pay such costs. The principal
contribution of the employee is the time
involved in attending meetings since they
are not normally during working hours.
An exception would be the annual meet
ings of professional groups.
CE plan for each employee. The re
sponsibility for initiating and coordinat
ing the professional development plans
for all employees should be assigned to
one individual within the firm. These
responsibilities would include obtaining
an inventory of each employee’s capabili
ties, interests, and goals. Counseling with
employees regarding these goals, interests,
etc., should be done on a regular basis.
Some firms do this every six months; it
certainly should be done at least once a
year. This designated person would as
sume the responsibility of coordinating
the plans and CE programs of all employ
ees and distributing information on avail
able programs, time available for taking
programs, and the employer’s willingness
to aid the employee in undertaking the
programs. Ideally, a worksheet should be
prepared on each person and a coordinat
ed program should be prepared for the
entire firm. Once this is done, work
schedules can be planned around the
programs. The organizations and institu
tions sponsoring such programs publish
an outline of each several months in
advance to facilitate planning.

There is no general agreement on the
proper division of responsibilities and
costs between the firm and the individual
on the question of CE. It appears that
some of the burden should fall on each
since both benefit. The ideas that follow
are essentially those of the authors; they
were gathered from conversations with
representatives of various industrial and
professional firms.
Attendance. The time spent attending Role of the Individual
CE programs are usually hours that fall The individual has the final responsibility
during the regular work week and are for initiating and planning his or her own
considered regular working time; the em CE program; he or she is, after all, the
ployees are paid as if they were perform principal beneficiary. However, an em
ing their regular duties. However, when ployee needs firm support in order to
the courses require attendance at hours undertake an effective program. In the
other than regular working hours (at majority of cases, with the possible ex
night or on Saturday) the employers do ception of large accounting firms, the
not usually pay either regular or overtime individual is the sole initiator.
for the class attendance time. Preparation
Inventory of capabilities and weak
time is usually the responsibility of the nesses. An individual is in the best posi
individual and is done on his or her own tion to determine his or her individual
time. These arrangements appear to be strengths and weaknesses; an inventory of
fair since the CE burden is shared be these should be made with complete
tween employees and their employer.
honesty and candor. After the list is
Costs of CE Programs. The Out-of- complete it should be discussed with the
pocket costs of CE programs are generally firm counselor (discussed in the previous
paid by the employer. An exception section) for corrections or additions.
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Determination of goals. After the
strengths and weaknesses have been cata
logued, realistic short and long-term goals
should be set. These goals may seek to
build present strengths into specialties, to
eliminate current weaknesses, or to ob
tain knowledge of and master entirely
new areas. The determined goals will
dictate the makeup of the CE plans of the
person. Again, this must be done in
conjunction with the firm representative
since an extensive CE program is almost
impossible without the support of the
firm.
Specific plans. A specific plan must be
formulated to achieve the mutuallyagreed upon goals. This plan will detail
what programs will be undertaken, when
they will be taken, who will bear the
costs, and the benefit sought from each
program. These plans must be specified
by each month for the next twelve
months, but the long-term plan may be
more general. Accomplishments should
be reviewed on a periodic basis and plans
revised to meet changing situations.
Personal Commitment. No person
should enter a long-range plan of CE
without a sincere commitment to the
fulfillment of these goals. Such personal
commitment is necessary if a person is
to maintain competence and grow pro
fessionally.
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Footnotes

1 Continuing Education is used in this paper
to denote education and training obtained after
initial entry into the profession. The possession
of a basic body of knowledge is assumed as the
foundation for entry into the profession. Thus
CE is presumed to maintain or improve profes
sional competence.
2 These requirements will no doubt affect
the planning of programs of organizations such
as chapter meetings of state societies, NAA, and
ASWA.
3Robert H. Roy and James H. MacNeill,
Horizons for a Profession (New York: AICPA,
1967).
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Accountants for the Public
Interest: A New Concept
Morton Levy, CPA, is a graduate of
Northeastern University in Boston, Mas
sachusetts, and holds CPA certificates in
Massachusetts and California. He was an
instructor at Golden Gate University in
San Francisco before becoming a partner
in the San Francisco CPA firm of Harb,
Levy, Weiland and Ring. He is the found
er and executive director of Accountants
for the Public Interest.
Accountants for the Public Interest, a
non-profit organization, publishes a Quar
terly Report which can be obtained with
out charge by contacting the organiza
tion at 351 California Street, 16th floor,
San Francisco, California, 94104; tel:
(415) 956-3222.

Morton Levy, CPA
San Francisco, California
The author describes the formation of the
organization, its process of client selec
tion, and some recent projects the group
has undertaken.

The local neighborhood legal assistance
office had a problem concerning an ac
counting review and analysis of a pro
posed Redevlopment Agency bond issue;
a Washington, D.C. environmental and
health law group needed assistance in
analyzing and evaluating the financial
statements of three hospitals being sued
for failure to provide a “reasonable vol
ume of free care” under the Hill-Burton
Act; a consumer group couldn’t cope
with the accounting ramifications of a
proposed utility rate increase case; the
city-wide PTA sought counsel as to the
interpretation of the budget and financial
statements of the School District; a
prison law project sought help on the
propriety of the sources and uses of
inmate welfare funds; a citizens’ group
needed advice concerning the effect of a
municipal takeover of electrical distribu
tion facilities on the utility bills and the
city budget; another citizens’ group
wanted a study of the city government’s
investment of idle funds.
Until a short time ago, none of these
groups would have found it possible to
locate an organization to fill those needs.
Not so in the San Francisco Bay Area any
more. In early 1972, a corporation was
formed to provide services only to such
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types of organizations, in such types of
cases and projects.
Formation of API

Accountants for the Public Interest
(API), a non-profit corporation, was or
ganized by a group of San Francisco Bay
Area accountants and educators to pro
vide accounting counsel without fee to
those organizations serving the public
interest. Its first year operations were
funded by a foundation grant. It is
staffed by a part-time executive director
(the author) and a secretary. Control is
vested in a Board of Directors (presently
consisting of twenty-two persons) and a
seven-member Executive Committee. The
work is performed by a group of approx
imately thirty volunteer accountants (in
cluding Board members) supported and
supervised by the executive director.
Future plans include the utilization of
upper division and graduate students as
assistants to the professional accountants.
The founding members all shared cer
tain similar concerns. They felt that the
accounting profession was not providing
them with quite the degree of personal
satisfaction they desired, that the profes
sion itself had a broad responsibility to

society which was not being adequately
fulfilled, that the accounting profession
was uniquely qualified to serve in public
interest matters since it is the only pro
fession educated, trained, and recognized
for its independence and objectivity, and
that there was a frequent need for ac
counting advice in studies, cases, and pro
jects presently being conducted by public
interest law organizations and community
groups. We decided to organize a
structure within the profession to provide
assistance to public interest organizations
which could not otherwise have access to
our expertise. We then incorporated,
began the search for funding and selec
tion of the Board of Directors, and were
granted exemption under I. R. S. Section
5O1(C)3. The San Francisco Chapter of
the California Society of CPA’s, the staff
of the California Society, and the Cali
fornia Board of Accountancy were all
kept informed of our plans and progress.
Our next step was to contact many
potential “client” agencies in San Fran
cisco to inform them of the formation of
Accountants for the Public Interest and
to discuss with them the scope of our
proposed services. Among those contact
ed were the San Francisco Lawyers’
Committee for Urban Affairs, the Youth

Law Center, the NAACP Legal Defense
Fund, the Association of California Con
sumers, California Public Interest Law
Center, San Francisco Neighborhood
Legal Assistance Foundation, California
Rural Legal Assistance, Public Advocates,
Inc., and the San Francisco Conference
on Religion, Race, and Social Concerns.
We made it clear to these organizations
that we would not be advocates — that
our work and our conclusions would be
strictly objective, and that we were pre
pared to provide them access to impartial,
independent data analysis by competent
professionals. We recognize that our cred
ibility will not long endure if we are
unable to remain objective. We believe
that we have been successful in doing so.

Criteria for Client Selection

One of the first major operational prob
lems we faced was the necessity of
limiting the scope of our activities. We
easily settled the question of whether or
not we should be involved in assistance to
minority small businesses. The San Fran
cisco Chapter of the California Society of
CPA’s, through its Committee on Urban
Affairs, was actively involved in this area.
A far more difficult question was whether
or not we should attempt to assist with
the internal accounting problems of non
profit community action organizations.
Requests for our involvement in this
activity came from the local OEO office,
from some of the foundations we had
contacted, and from various organizations
in the community. We regretfully decided
that we would not be able to handle our
primary goal adequately if we were di
verted by the massive needs of the com
munity action programs. We feel, how
ever, that our profession must serve such
agencies more adequately.
We decided on the following criteria
for accepting clients and cases:
1. The client must be an existing
501(C)3 organization, or a com
munity group performing in a
501(C)3 manner.
2. The case must involve a public
interest matter or issue.
3. We do not perform traditional
bookkeeping or tax services for the
clients’ own internal affairs.
4. The case must be limited in scope
to one in which we can effectively
perform, either in terms of labor
hours or technical competence.
5. The nature of the request must
reflect the understanding that we
function in a non-advocacy manner.

6. The client organization must either
be unable to afford to pay for our
services or must have been unable
to retain an outside accounting firm
because of the controversial nature
of the matter.
No case is accepted without the ap
proval of the Executive Committee. Each
case is assigned to one of the Board
members, who becomes responsible for
carrying it out to completion, under the
supervision of the executive director.
Whenever necessary, additional volunteer
accountants, who may or may not be
members of the Board of Directors, are
assigned to work on the case as “staff.”
Many of the cases have required special
ized knowledge not readily available
among our Directors. In such cases we
have searched in the local community for
volunteer accountants having such knowl
edge.
Whenever necessary, the entire Board
of Directors, or a part of it, will “brain
storm” the approach to a case and/or its
conclusion. Final reports are reviewed
and approved by the director and mem
bers of the Executive Committee before
being submitted to the client.

A Case Study

A closer look at one of the cases mention
ed above will serve to illustrate the
manner in which we are functioning.
During June 1972 a telephone call was
received from a Washington, D.C., OEOfunded law group, the National Health
and Environmental Law Program. They
were filing suit in federal court in New
Orleans against three hospitals which had
received federal Hill-Burton funds, in
return for which the hospitals stipulated
that they would provide “a reasonable
volume of free services to persons unable
to pay.” (This was the first in a series of
suits being filed in districts around the
country in an attempt to enforce this
requirement of the Hill-Burton Act.) The
National Health and Environmental Law
Program wanted our assistance in review
ing the financial reports of the defendant
hospitals, all of whom claimed that it was
not financially feasible for them to pro
vide such services. It is to be noted that
the Act uses the term “financial feasibil
ity” without definition.
After our initial conversation with the
lawyers handling the suit, a member of
our Board of Directors was given respon
sibility for the project. One other mem
ber of the Board and a non-member
volunteer agreed to work with him on it.
All three were chosen because of their

extensive experience in the field of hos
pital accounting. They held conferences
with the lawyers, and brainstorming ses
sions with other members of the Board.
Then the reports of the hospitals were
reviewed and analyzed. Before the trial
date, they prepared a combined report on
their findings regarding “financial feasibil
ity” and on the proposed adjustments to
the operating figures.
Our Board member then went to New
Orleans for the trial. The report which
had been prepared was submitted to the
Federal District Court judge, who utilized
it extensively in his questioning of the
defendants during the hearing, and in the
agreement order which he drew up at its
conclusion. As a result of these proceed
ings, the hospitals agreed to provide free
or below-cost service on an interim basis,
pending final regulations to be issued by
HEW.
In August we received the following
letter from the National Health and En
vironmental Law Program lawyers, evalu
ating our work and its usefulness to
them:
Although I and my colleagues were
adept in developing legal strategies, it
became apparent as we approached the
actual trial that we needed the assis
tance of accountants familiar with and
able to analyze hospital financial state
ments. One of the major positions
emerging in these cases is that of
“financial inability to render free ser
vice” and we needed to be able to
counter this position. The work of
your group enabled us to argue quite
convincingly in our negotiations with
the three New Orleans hospitals
making the “financial feasibility” argu
ment and resulted in a workable com
promise in the settlement agreement.
Further, your work should be the basis
of the further development of the
strategy for community groups in
meeting this contention as it is pre
sented by hospitals before State agen
cies in the next fifteen months, and
should educate both legal service law
yers and State agency personnel.
Other Recent Projects

Other cases, in addition to the above and
those mentioned in the opening para
graph, include assisting the San Francisco
Lawyers’ Committee on Urban Affairs in
a case involving relocation and/or reentry
of a group of minority businessmen in a
San Francisco redevelopment project. We
have completed a case for California
(Continued on page 27)
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Electronic Data
Processing
Economic Trends in the Computer Industry

Dr. Elise G. Jancura, CPA
The Cleveland State University
Cleveland, Ohio

Forecasts in any industry are usually
hazardous, and in one which changes as
rapidly as the computer industry, this is
especially true. A short item in the
“Rumors and Raw Data” section of the
June 1, 1971 copy of Datamation cap
tured the problems of making such an
analysis when it reported:
A midwest memory manufacturer
who asked employees for suggestions
to help the planning committee antici
pate tomorrow’s technological needs
received this interesting piece of ad
vice: Subscribe to all the science fic
tion magazines.
It would be exciting and daring to
predict the introduction of revolutionary
and previously unknown techniques and
equipment which will dramatically
change everyone’s lives. Yet while it is
apparent that the developments in the
computer and information handling in
dustry will impact everyone, the changes
are essentially evolutionary. They follow
a logical, although highly accelerated,
path of development which can be ana
lyzed to identify the pattern of growth.
Thus one can gain insight into the trends
which have developed and will influence
the future.

Sheer technical change has occurred at
a nearly incomprehensible pace. Internal
memory has increased in capacity and
speed, and changed in organization;
machine recognizable external storage has
changed form from cards to tape to disk
to magnetic ink characters to even the
printed page and the spoken word; pro
gramming techniques and languages have
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proliferated and become increasingly
problem-oriented. All of these develop
ments have produced an atmosphere of
excitement and new challenge which, in
the rush to absorb the new technology,
has sometimes obscured the larger ques
tion of the relationship of the computer
and/or data processing industry to the
rest of society.

Despite its ever-changing technology,
the industry must bow to the same rules
of judgment and evaluation which govern
any other segment of a society — it must
produce services which are useful to
others and it must produce those services
less expensively than any other alterna
tive. If this criteria is not met then there
will be no demand, and therefore support,
for the continued existence or growth of
the industry.
The principle involved is the rather
straightforward economic rule that the
less expensive alternative will be substi
tuted for the more expensive one. Com
puters are not exotic play toys (although
sometimes that temptation exists) — they
are instead a production tool whose
output is usable information. Their justi
fication for being is that they can pro
duce the information that is needed less
expensively than any other technique.
Their justification does not lie in process
ing volumes of unnecessary data however
efficiently that is done or in sophisticated
techniques that are so expensive that the
costs involved far outweigh the benefits.
There has been increasing criticism in the
last few years of the failure to properly
control and justify the costs of computer
activity. And one fairly sure prediction
for the future is that the concern for
economic justification and more search

ing cost-benefit analyses of computer
facilities and activities will be more im
portant than ever. This will be the result
of several factors: the current economic
situation; the increasing expenditures for
EDP activities; the failure of many pro
posed projects to provide the widely
promised benefits; and, finally, the recog
nition that computer facilities (hardware
and staff) must compete for scarce eco
nomic resources just like any other alter
native production facility.

This is not intended in any way to
suggest that cost advantages have not
existed in the past nor that the potential
does not exist for great growth in the
future. The dramatic increase in the
number of computers from an estimated
5000 in the United States in 1960 to
52,000 in 1970 with value in excess of
$20 billion is evidence enough that quite
the contrary is true. We have moved from
a situation in which only the largest firms
could justify a computer to today’s mar
ket when the range of computer capabil
ity has been expanded to the point where
even the smallest firm can have a com
puter facility in the form of a “mine”
computer or time-sharing. A recent study
suggests a potential domestic market for
mine’s of over 500,000 units.
All of this has been made possible
through
technological developments
which have improved cost-performance
ratios substantially. Continued technolog
ical improvements (for example, new
approaches to storage such as virtual
memory and thin film, development of
integrated circuitry, and new techniques
for data collection) are expected to in
crease speeds by a factor of five while at
the same time cutting costs in 1975 to

about 1/2 to 1/8 of the levels in 1970. If
those who are active in the computer
industry can succeed in organizing their
operations and skills in such a way as to
make it possible for customers (i.e., the
rest of the firm or institution of which
they are a part) to benefit from these
technological developments they will suc
ceed in creating a continuing demand for
their services. This calls for a deliberate
effort to continually evaluate the choice
of alternative techniques within the com
puter installation for the best cost-benefit
ratio possible.
In the “early” history of computers —
way back in the ancient times of the
1950’s — hardware costs were the major
part of total expenditures for computer
activities. At that time 80¢ of every dollar
spent went for hardware. Today that has
changed to the point where 80¢ of every
dollar is spent for people. While hardware
was becoming faster, more capable, and
less expensive, adequately trained per
sonnel was in relatively short supply and
increasingly expensive.

As programming has become relatively
more expensive, the burden of providing
a program to operate the computers
efficiently has been partly shifted to the
vendor. The introduction of software
such as input-output (I/O) programming
to facilitate both file and channel sched
uling and number conversion routines
made use of more advanced computer
capabilities possible with a reduction in
individual programming effort by the
user. This approach expanded logically
into high-level problem-oriented lan
guages such as FORTRAN, ALCOL, CO
BOL, PL/1, BASIC, and some of the more
specialized languages such as LISP,
SNOBOL, and GPSS.
The result is that users can address
larger problems, and make use of more
sophisticated and complex equipment
without having to spend endless hours in
trying to master the complexities of the
equipment currently installed. Instead
their time can be spent in dealing with
the substantive data problem to be
solved. Even the operational problems
such as job scheduling and facilities allo
cation have been removed to a large
extent from the concern of the user and
transferred to the computer facility pro
vided by the vendor.
In many cases vendors have succeeded
in substituting cheaper, faster hardware
for previously software-supported capa
bilities, making the combined hardware
software package more efficient. For ex
ample,
binary-decimal
conversion

routines have been replaced by con
version hardware, and multiple interrupt
systems reduce the amount of program
ming required in an I/O program. The
interaction of software and hardware has
become so great that the distinction
between the two has become quite
blurred. Perhaps the time has arrived to
start thinking in terms of a “computer
facility.”

Helping to eliminate the difference
between software and hardware has been
the introduction of micro-logic or micro
programming. This is a technique which
promises to make available specially de
signed capabilities to the user which
perform at hardware speeds, but do not
require the very expensive developmental
and production costs involved if the
vendor were to design and build a special
purpose computer in the more conven
tional sense of physical construction.
The decreasing cost of computer ca
pacity combined with the increased ease
of use created by problem-oriented lan
guages and vendor-provided program
packages have combined to make com
puting facilities more economically acces
sible to a wide range of users and uses.
Applications need no longer be limited to
just the high-volume repetitive opera
tions. Now, one-time programs useful in
special management analyses are not only
sufficiently inexpensive to produce, but
also can be completed promptly enough
to be useful. Small firms can now profit
ably enjoy the benefits of using computer
resources to handle information process
ing requirements which were previously
too small to justify past computer sys
tems.

No one seriously questions the con
tinued importance of the computer in
dustry or the real opportunities it pre
sents for exciting, rewarding careers. But
a change in emphasis is occurring which
should be understood by those in and
entering the field. There will always be a
demand for the highly-specialized “machine”-oriented programmer and techni
cian. Development of new operating sys
tems, compilers, and other programming
systems is an essential ingredient in the
effort which makes computers useful. But
this individual fits into a very specialized
slot and represents a decreasing propor
tion of the total personnel devoted to
making computer facilities productive
and profitable. Of great importance today
is the individual who has the broader
understanding of what the computer
facility is, what its capabilities and limita
tions are, and how to apply this facility

to the best solution of the organization’s
information processing needs.

Sheer technical virtuosity is no longer
so significant when the user can com
municate directly with the computer
through a problem-oriented language. On
the other hand, sound analytical judg
ment of capability and related costs and
benefits is of primary importance when
the major proportion of a firm’s operat
ing data and procedures is dependent
upon the success of an important infor
mation system. And as computers become
bigger, faster, and have more data collec
tion and communication ability the infor
mation system. And as computers become
greater significance in the success (or
failure) of the firm’s activities.
Computer technology has already
changed much of the pattern of life.
Hotel and airline reservations are confirm
ed instantly. Bank deposits and checking
accounts are processed automatically.
The computer has served as a successful,
patient, and effective teacher. It has been
possible to simulate activities and test
alternate solutions before committing
physical resources to one course of
action. Vast data networks make great
libraries of information available to geo
graphically scattered users whether they
be divisions of a private firm, government
al agencies, or just students seeking access
to an inter-library loan. There is almost
unlimited potential for benefits from this
new technology.
Yet, as with any great technological
innovation, there are potential dangers.
Reckless introductions of poorly planned
applications can be expensive and actual
ly disrupt the activity they were intended
to facilitate. The ability which now exists
to collect and organize vast quantities of
data about any organization or individual
carries with it the very serious obligation
to exercise due care for the accuracy and
integrity of the data. One serious concern
is the threat of loss of privacy posed by
the existence of technical ability without
adequate legal safeguards to control its
use.

The development of more complex
equipment and advanced techniques has
led to increasingly sophisticated and
widespread applications of computers.
This carries with it an obligation to
provide intelligent direction and adequate
control so as to gain the maximum
benefits possible. The future promises
faster, cheaper, bigger computers. How
computers are used, and the benefits
derived from them, depends entirely on
human wisdom.
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Financial
Statements
The Future of Accounting Disclosures

Glenda E. Ried, CPA
The University of Toledo
Toledo, Ohio
Definition

sure rules is provided in the Securities
Acts Amendments of 1964.
In order to further enhance the general
reliability of accounting disclosures, the
American Institute of Certified Public
Accountants established two committees
in 1938: the Committee on Accounting
Procedure and the Committee on Termi
nology, which released a series of Account
ing Research Bulletins. These committees
were succeeded by the Accounting Prin
ciples Board in 1959, which issued a num
ber of Opinions before it, in turn, was
succeeded by the Financial Accounting
Standards Board in July 1973.

Accounting disclosures may be “viewed
broadly as an information system useful
for disclosing relevant information to
decision makers.”1 The three financial
statements (balance sheet, income state
ment, and statement of changes in finan
cial position) are, in fact, only one means
of measuring and communicating eco
nomic data to users. Even though the
statements themselves constitute disclo
sures of financial information, they are
by no means the only accounting disclo
sures. Information not expressible in Nature of Disclosures
monetary amounts should be included in A theoretical discussion of accounting
the definition of accounting disclosures; disclosure does not tend to draw a dis
therefore, the term “accounting disclo tinction between managerial accounting
sures” has no established set of bounda and public financial accounting. Bedford
ries.
“suggests that accounting disclosures span
both information development and trans
History
mission. In this context, an accounting
Accounting disclosures have undoubtedly disclosure is a representation of an under
improved in quality and expanded in lying reality that may or may not be
scope since double-entry bookkeeping transmitted to specified groups.”2 Gen
was invented in the fifteenth century. erally, “what is disclosed depends upon
This has been especially true since the the processes available to develop the
turn of this century. Managers have al information, and what needs to be dis
ways been reluctant to disclose much closed will influence the techniques
information for fear that it would aid included in the accounting process.”3
their competitors. However, the demand
With reference to accounting disclo
by investors for more information en sures, society today is faced with the
couraged — even forced — the expansion problem of determining what its objec
of accounting disclosures. The Securities tives should be. Since accounting is con
Act of 1933 and the Securities Exchange cerned with the development, mea
Act of 1934 instituted requirements surement and communication of informa
which rapidly increased the number and tion it should be concerned with the
quality of disclosures. In addition, the informational needs of groups and indi
1934 Act created the Securities and viduals. Different information may be
Exchange Commission to enforce these needed for different purposes. When enti
Acts. A further extension of the disclo ties adopt new objectives, their informa
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tional needs will change and new types of
disclosures will be necessary.
Society’s problem of establishing
proper goals is complex. Accounting must
be concerned with this problem in order
that accounting disclosures, in evaluating
performance, do not misdirect decision
makers. A good example of the changing
values of society and their influence on
accounting disclosures is the emerging
concern with the environment.
In the past accounting disclosures have
been primarily concerned with income
maximization. American society is now
taking on many characteristics of a post
industrial society and hence the vast
changes brought about by technology
affect its social and human values. There
is no reason, theoretically, why account
ing disclosures cannot be a bridge be
tween technology and social science.
Accountants have new analytical tools
available to help them provide the neces
sary disclosures to meet the needs of de
cision-makers. Accounting measurements
can be expanded through the use of these
new tools. Some of them, to name a few,
are linear programming, statistical sam
pling, cybernetics, game theory, and sys
tem simulation.

Scope of Disclosures

For accounting disclosures to be relevant
to the needs of the accounting profession,
Bedford lists six characteristics of the
“scope” of accounting disclosures:
1. The users to be supplied the infor
mation,
2. The uses to which the disclosures
are directed,
3. The type of information to be
provided,

4. The measurement techniques to be
used,
5. The quality of the information dis
closed, and
6.
The disclosure devices used.
Users range from the traditional inves
tors, management, and creditors to the
general public users such as labor unions,
students, economists, and governments
among others. General public users as a
group have grown rapidly. In the future
accounting disclosures, rather than pre
senting “general-purpose financial infor
mation that is designed to serve the
common needs of owners, creditors, man
agers and other users,”5 may need to be
directed to the specific type of user.
Greater governmental control may be in
the offing if accountants fail to recognize
the needs of the general public.
Accounting disclosures have been
traditionally used to evaluate the eco
nomic progress of an entity. The current
trend is to use the disclosures to plan
company activities, motivate and control
procedures and improve investment deci
sions.6 Future possibilities provide for
intercompany coordination and a height
ened public confidence in a firm’s activi
ties. The issue of social responsibilities
presents unusual disclosure demands of
accountants.
The information currently generated
by accounting systems is generally based
on monetary transactions of the firm. In
the future both monetary and non
monetary data may be needed with the
non-monetary data providing a more
comprehensive
business information
system embracing the total environmental
setting of the entity’s activities.
Measurement techniques have already
expanded from an arithmetical bookkeep
ing system into computer-based storage
systems and probability measurements. In
the future, measurement techniques, not
withstanding communication problems,
will undoubtedly reach into the total
management-science area.
Although satisfactory in terms of past
needs, the quality of disclosures must
have greater relevance for specific deci
sions. With more relevant information,
better decisions should be made.

The traditional disclosure devices, the
three financial statements, have expanded
into the use of charts, information
display rooms, and currently into the
publishing of annual reports in news
papers. The entire area of psychology in
human communication is open for study
and use by the accountant.

8. Multiple disclosures of different
information for different needs, different
formats for different purposes, specific
disclosures supplementing general dis
closures may become common.
Conclusion

In 1969, Davidson predicted “there will
be an increase in the amount of informa
The “expansion of accounting-disclosure tion contained in corporate annual re
concepts may be limited, unless means ports . . . We can look forward both to
are proposed to encourage the expansion the publication of additional financial
statements or schedules in the annual
of the structure of accounting knowl
report and to the inclusion of greater
edge.”7 Accountants need to be sensitive
amounts of statistical data in it.”8 As the
to desired changes. Some of the future
result of a study Gleim thinks that
possibilities and/or proposed expansions
“disclosure of supplementary financial
in the area of accounting disclosure are:
and operating data consistently and uni
1. Social costs such as pollution of the formly within individual industries is a
air, water, and land. To the extent that logical and orderly step in improving
pollution activities do not create costs to corporate disclosure.”9
industry, there is a social cost to society
Expansion of accounting disclosures
not now measured and disclosed.
will undoubtedly continue because the
2. Human resources is a new area in values and needs of society keep chang
which companies attempt to place a ing. As people are called upon to make
valuation on their employees for educa decisions never made before, e.g., how
tion, training cost, age, length of time much air pollution is tolerable, how clean
with company, and health. The disclosure should a river be, they will ask for data
may even be of a nonfinancial nature never accumulated before. If accountants
such as number and loyalty of customers. are to meet this challenge, they will have
3. Budgets and their comparison with to learn to develop and transmit informa
actual operations may be disclosed. This tion for a variety of decision-makers.
could include changes in technological
equipment, products, personnel, et
cetera.
4. Management audits could disclose Footnotes
1Norton M. Bedford, Extensions in Ac
the extent to which management prac counting
Disclosure (Englewood Cliffs, New
tices meet the standards of management Jersey: Prentice-Hall, Inc., 1973), p. 6.
policies.
2Ibid., p. 4.
5. Quantitative methods will produce
3Ibid., p. 3.
more precise information in accounting
4Ibid., p. 64.
disclosures and give greater reliability and
5 Statement of the Accounting Principles
greater support to the judgment of the Board No. 4, Basic Concepts and Accounting
accountant. Statistical sampling may be Principles Underlying Financial Statements of
Business Enterprises (New York: AICPA,
come generally accepted by business.
1970), par. 125.
6. Quantitative information, rather
6
Bedford, op. cit., p. 65.
than further expansion by explanatory
7Alfred N. Whitehead, in the preface to
notes, may be the trend.
Wallace B. Donham, Business Adrift (New
7. Interpretation of accounting prin York: McGraw-Hill, 1931).
8 Sidney Davidson, “Accounting and Fi
ciples will be more prevalent. As the
nancial Reporting in the Seventies,” The Jour
concepts of assets and liabilities broaden, nal of Accountancy (December 1969), p. 33.
so will the disclosure principles expand.
9 Irvin N. Gleim, “Standards of Disclosure
The effect of price-levels may be recog for Supplementary Data,” The Journal of Ac
countancy (April 1973), p. 57.
nized.
Future of Accounting Disclosures
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Legal
Developments
Auditors’ Legal Liability

Dr. Patrica C. Elliott, CPA
University of Washington
Seattle, Washington
The current concern in professional jour
nals and the multitude of recent cases
involving auditors’ legal liability to third
parties would lead one to believe that the
whole problem is a rather new one.
However, if one takes a purely historical
case law approach, one can see a definite
chronological trend toward increasing lia
bility since 1919. More surprisingly, the
legal principles that are followed today
were formulated in the landmark Ultra
mares case1 in 1931. Very little (in legal
terms) has been changed. Only the num
ber of cases has increased, possibly due to
increased investor sophistication and/or
an improved communication system. An
examination of a few of the older cases
and their relationship to some current
cases will demonstrate present applicabil
ity.
The first case (in the United States)
involving auditors’ legal liability was de
cided on the basis of the legal concept of
privity of contract. This case was the
Landell case2 in which the auditors were
not held liable to an investor who relied
upon the audited statement without the
knowledge of the auditors. Since the
investor did not have a contractual rela
tionship with the auditors, the auditors
were not held liable for their negligence.
The court stated that the auditors were
liable for carelessness or negligence only
to their client.
The Glanzer case3 widened the appli
cation of the privity of contract concept.
Public weighers, rather than auditors,
were the defendants. Bech was selling
some beans to Glanzer. Bech asked the
defendants, the Shepard Brothers, to
16 / The Woman CPA

weigh the beans and to give a copy of
their certified weight to the buyer
(Glanzer). The Shepard Brothers did so
and were paid by the seller (Bech). When
Glanzer attempted to sell the beans, he
discovered the weight was incorrect. He
sued the public weighers (Shepard Broth
ers) who claimed they were not liable
because they did not have a contractual
relationship with Glanzer. Not so, held the
court. Since the weighers knew the buyer
would rely upon their certification of
weight, there existed a relationship so
close as to approach privity and the
weighers had assumed a “duty to weigh
carefully for the benefit of all whose
conduct was to be governed.”4 Several
cases were decided later on the closeness
of the parties rather than on privity of
contract.
The MacPherson case5 was notable in
that the court held that the defendant
was liable to unknown third parties where
possible injury to “life and limb” was
present, irrespective of contract. The
manufacturer of an automobile was
found guilty and liable when a defective
wheel collapsed and injured an individual
who had purchased the automobile from
a dealer. The implications of this decision
were analyzed in the landmark Ultra
mares case where the court refused to
extend the same liability for negligence to
“the circulation of a thought or a release
of the explosive power resident in
words.” However, fraud does render an
auditor liable and gross negligence can be
an inference of fraud. The judge in
Ultramares examined all aspects of liabil
ity and established the major legal princi
ples followed today. These principles
were a culmination and clarification of
old principles plus the establishment of
new ones. Briefly, they are as follows:

1. Privity of contract is not absolutely
necessary in establishing liability for mere
negligence. Where the relationship is so
close as to approach privity, accountants
are liable to persons who are legally
“third parties.” Such a relationship exists
when the auditor has knowledge that a
third party will rely and/or act upon the
statements. Such a relationship also exists
when an accountant audits a company for
the expressed use by a third party.
2. When mere negligence is present,
persons having no privity of contract (or
its equivalent as described in No. 1 above)
do not have recourse against the auditors.
However, the auditors are liable to their
employer (the audited company) for
mere negligence.
3. Although negligence and fraud are
not the same, gross negligence can be an
inference of fraud. A pretense of knowl
edge where there is no such knowledge is
fraud. The presence of an “intent to con
ceal” is also fraud.
4. Where fraud or an inference of
fraud is present, accountants are liable
both to persons having privity and to all
third parties who rely upon their grossly
negligent (fraudulent) statements.
5. Reliance by third parties is neces
sary to establish liability, even in cases of
fraud.
The early cases following Ultramares
illustrated how workable the distinction
between mere and gross negligence
(fraud) was. For example, in the Beard
sley v. Ernst case,6 the auditors specific
ally stated in their opinion that they had
not examined the records of foreign
constituent companies but had relied
upon statements certified by a firm of
chartered accountants. When the foreign
companies later went defunct, the plain

tiffs sued on the grounds that the audi
tors had “pretended knowledge where
there was no such knowledge.” The court
held that the auditors were not liable as
they had clearly disclosed their reliance
upon information from abroad and there
was “no pretense of knowledge as to the
information received which would make
defendants liable.”
The State Street Trust case7 was
decided against the auditors under the
same Ultramares principles. The auditors
had sent ten copies of a “clean opinion”
to the client with the knowledge that
they would be used to obtain credit.
After a lapse of thirty days, the auditors
sent the client one copy of the statements
with additional explanations which indi
cated that the auditors knew that certain
reserves were inadequate. The amounts
involved were material and the court held
that the auditors were both grossly negli
gent and had an intent to conceal by not
disclosing what they knew to the readers
of the first set of statements.
In more current cases, the same princi
ples have been applied. Much has been
written about the Yale Express case8 in
which the court’s decision against the
auditors was based on the fact that the
auditors knew that their statements were
misleading (as a result of a subsequent
management study) but failed to disclose
it to the persons who were relying upon
the statements. The court held that their
actions indicated an “intent to conceal”
and, therefore, fraud.
The Bar Chris case9 involved many
areas of dispute but the court held that
there were several material misstatements
which the auditors either knew or should
have known. The court held that the
auditors’ opinion on such misleading
statements constituted a “pretense of
knowledge” and “negligence so gross as
to infer fraud.” Two interesting factors
were decided in this case: the judge
attempted to define what constituted
materiality and the court held that audi
tors should not be held to a standard
higher than that of their profession.
In the Continental Vending case10 the
court held that the auditors should have
known that the president of the company
was “looting the company for his own
private dealings” and that the receivable
and payable from the president’s affil
iated company should not have been
netted. The first holding constituted an
“intent to conceal” and the latter consti
tuted “negligence so gross as to infer
fraud.” The distinguishing factor of this
case was the imposition of criminal penal
ties. In other types of cases fraud had

always resulted in criminal charges, so it
is not too surprising that such penalties
were imposed upon auditors.
Two recent cases deserve comment for
their extension of case law principles. The
first, the 1136 Tenants’ Corporation case,
was decided against the accountants al
though no audit was involved. The ac
countants had done only the writeup
work, but the court found that several
glaring misstatements and omissions
(missing invoices, irregular entries, etc.)
constituted negligence so gross as to infer
fraud. The court held that, since these
obvious misstatements were not dis
closed, the accountants were liable even
though they had not conducted an audit.
It is possible that this decision will set a
very unfavorable precedent for future
cases involving accountants.
The second, the Rhode Island Trust
case,11 was decided on the Ultramares
principles even though the auditors had
issued a disclaimer with their opinion.
The court held that in spite of their
disclaimer the auditors had implied in the
notes to the financial statements that
certain nonexistent leasehold improve
ments did exist. This decision points out
the importance of careful and precise
wording in audit reports.
It will be interesting to follow the
trend of auditors’ legal liability in the
future, but, for the present, it appears
that Ultramares is still the major prece
dent and that the principles laid down in
that case are still the major guidelines in
auditors’ legal liability.

Footnotes

1 Ultramares Corp. v. Touche, 229 App. Div.
581, 243 N.Y. Supp. 179 (1st Dept. 1930), re
viewed, 255 N.Y. 170, 174 N.E.441 (1931).
2 Landell v. Lybrand, et. al., 107A783;
264Pa.406, 107 Atl. 783 (1919).
3194 App. Div. 793, 186 N.Y. Supp. 88
(1922).
op. cit., p. 794.
5 MacPherson v. Buick Motor Co., 145 N.Y.S.
462; 160 App. Div. 55 (1914).
6
47 Ohio App. 241, 191 N.E. 808 (1934).
7 State Street Trust Co. v. Ernst, 278 N.Y.
104, 15 N.E. 2d416 (1938).
8 Stephen Fischer, et. al. v. Michael Kletz, et.
al., 266F. Supp. 180 (1967).
9 Escott
v.
Bar Chris Construction
Corporation, 283 F. Supp. 643 (SDNY, 1968).
10 U.S. v. Carl J. Simon, et. al., 425 F 2d
796 (1969). Cert. Den. 90 S Ct. 1235 (March
30, 1970).
1 1 David B. Isbell & D. R. Carmichael,
“Disclaimers and Liability — The Rhode Island
Trust Case,” The Journal of Accountancy,
April 1973, p. 37.

CLASSIFIED NEWS

TEACHING AND GRADUATE
STUDY OPPORTUNITIES

The University of Massachusetts at
Amherst is seeking several new faculty
members and graduate students in account
ing.
Amherst is a delightful New England
town with a large student population. It
offers an active and varied cultural life and
is within easy driving distance of Boston and
New York City.
Massachusetts offers the usual set of
degree programs: B.S.B.A, M.S. with con
centrations in various functional areas,
M.B.A. and the Ph.D. Research support is
available through the Center for Business
and Economic Research. The School also
coordinates the ABLE program, a federally
funded consortium of six universities, pro
viding educational opportunities to minori
ties at the masters level in business.
Faculty appointments are normally
made at the Assistant Professor level and
require a Ph.D. in hand or in progress; CPA
desirable but not necessary. Appointments
for visiting and adjunct professors are also
made.
Salaries and fringe benefits are competi
tive with similar institutions on the East
coast.
Graduate students must have a bache
lor's degree and are admitted to the MBA,
MS in Accounting or Ph.D. program. Finan
cial assistance is available for doctoral stu
dents. Teaching appointments at the in
structor level for better than average
compensation can be made.

Interested persons should contact:
Professor Anthony T. Krzystofik,
Chairman
Department of Accounting
School of Business Administration
University of Massachusetts
Amherst, Mass. 01002

UNIVERSITY OF COLORADO

University of Colorado at Colorado
Springs seeks new assistant professor in
Managerial Accounting. Requires doctoral
degree or one year to completion. C.P.A.
and one to three years business experience
preferred. Rapidly growing campus in ex
ceptionally fine community. AACSBaccredited college offers BSBA and MBA.
Send resume to Dr. Robert Knapp, College
of Business, University of Colorado at
Colorado Springs, Colorado Springs,
Colorado 80907. Equal Opportunity
Employer.
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Small
Business
Barbara I. Rausch, CPA
Marysville, Ohio

by the Internal Revenue Service from tax
returns filed.
Unfortunately this compilation does

not tell us how many of the corporations
are publicly held, but a look at a tabula
tion by asset-size can give us some clues:

By Way of Introduction . . .

The world of Small Business is indeed a
separate world in the business environ
ment — conforming and yet not conform
Active Corporations by asset size (1969)
ing to the patterns, an anachronism in
Percent of
Share of
the eyes of some people yet with some
Assets
Enterprises
Total assets
enterprises ahead of their times, often
Under $100,000
1.3%
57.6%
struggling against big business competi
$100,000 to $999,999
35.8%
7.3%
tion and still sometimes unique and un
$1,000,000 to $9,999,999
10.2%
5.5%
parallelled in their fields, something that
would have to be invented if it did not
$10,000,000 to $24,999,999
6.0%
.6%
exist!
$25,000,000 to $49,999,999
.2%
5.3%
So, what is this thing, the Small
$50,000,000 to $99,999,999
5.4%
.1%
Business? The term was coined by some
$100,000,000
to
$249,999,999
8.7%
.1%
body to differentiate it from “Big Busi
$250,000,000 and over
55.8%
.1%
ness”, the industrial giants and the public
ly held corporations that are listed in
such papers as the Wall Street Journal,
from the Big Board to the Over-theNew
If we break this down into three
Counter Market. Therefore, it follows
Year
Incorporations
Business Failures
that any unincorporated business has to categories, we find that 98.9% of all
1969
274,000
9,154
be one of the “smalls”, and any corpora corporations have less than $10,000,000
1970
264,000
10,748
tion that does not sell its shares of stock in assets and share in 18.8% of the total
1971
288,000
10,326
to the general public falls into the same assets. The middle group with assets
between $10,000,000 but less than
category.
When a business entity starts having a
$100,000,000 makes up .9% of the total
How Small is "Small Business"?
payroll, its status become established. But
number and controls 16.7% of the total
The answer, of course, is — not small! By assets. Finally, the really big corpora aside from the requirement to register as
number of enterprises the participation tions, the ones with assets in excess of a withholding agent the Internal Revenue
Service does not require formal registra
of small business is overwhelming: $100,000,000, are only one-fifth of one
tion for sole proprietors and neither
9,430,000 sole proprietorships, 921,000 percent of the total number, but they
would the majority of the states. There
partnerships as compared with 1,670,000 hold 64.5% of the total corporate assets.
fore, only the tax files of the IRS would
corporations according to the Statistical
Information on new business starts
contain complete data on all the “oneAbstract of the United States for 1972. and business failures is compiled by Dun
In the sales or gross receipts area, the & Bradstreet every year, but the publish man” or “one-woman” business opera
small business share is still quite impres ed statistics are limited to new incorpora tions started or discontinued every year.
sive — $234 billion for sole proprietor tions and to business failures that result
Since, from a standpoint of number of
ships, $87 billion for partnerships and in losses to creditors. However, it is
principals involved in a business, the sole
$1,688 billion for corporations. These obvious that the number of business
proprietorship is as small a business entity
figures are based on information for the enterprises is growing as evidenced by
as possible, it might well be a good
year 1969 (the latest available) compiled these Dun & Bradstreet statistics:
starting point.
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"I Just Knew I Could Do a Better Job . .."

Here, oftentimes, we find people who had
been at the receiving end of poor service,
who took up “fixing” things as a hobby
and became so good at it that it became
inevitable for them to convert their
hobby into a business. Or it may have
been the desire to have a greater share of
the gross take that prompted some for
mer employees to go it on their own.
Of course, we find a large number of
professionals in this type of enterprise. It
appears that the personal service area is
the most fertile field for the smallest of
the “smalls”. It is usually a hard decision
to take on that first employee — it means
a great deal of expense which can be
offset only by a very substantial increase
in business volume. The actual wages are
probably the least of it — there are payroll
taxes and related tax returns, increased
formality in record keeping and most
likely the need for outside professional
help — life becomes complicated.

Will It Be Worth It?

That’s a good question! The in-between
stage is probably the most difficult to
handle, the one that should be passed
through as rapidly as possible. It is
frustrating and infuriating to find that the
employee can “clear” more than the
risk-taking entrepreneur, and many a
good and knowledgeable proprietor has
found it harder to “manage” than to
provide first-rate service, sharing the pro
ceeds only with Uncle Sam.
On the bright side, if the business
potential is really good and the rough
waters of the first venture into being a
boss and manager have been overcome,
the business grows and prospers, and
more than likely the form in which
business is conducted will change, also.

Partnership or Corporation?

The initial choice of the form is often
made on the basis of tax considerations,
but of at least equal importance are such
factors as legal liabilities, capital require
ments, the number of people involved
and their respective functions, the need
for continuity of existence and free trans
ferability of the individual’s interest in
the enterprise. Of course, the “better
mousetrap” does not attract just the
lone-wolf entrepreneur, in fact, a large
number of businesses are started as part
nerships or closely-held corporations.
The tax laws which — at least at the
present time — favor the corporate form

for five bucks
you'll love
tax season
Calendar and fiscal
1041's have never been
easier, or less expensive...
......... Your returns are computed
with 100% accuracy, absolute
security and lowest tax
liability guaranteed...

• •• all within 48 hours.

sound interesting?

•

• • • TEST US • • • •

We’ll do five FREE.
CALL LARRY BLOCK COLLECT
FOR THE DATA FORMS
TO GET YOU GOING.

CALCULATE
THE

ADVANTAGES

Computer Tax Associates
223 Middlesex Turnpike
Burlington, Mass. 01803

Tel.: (617) 272-7810
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& EMPLOYERS

with respect to retirement plans undoubt
edly are responsible for a large number of
incorporations, when otherwise the prin
cipals might have chosen the partnership
form of doing business. The tremendous
increase in the number of professional
corporations is a prime example. The
medical profession was a leader in allow
ing its members to incorporate, but since
then other professions have followed the
example.

Tough Competition

Small Business is in virtually all fields of
endeavor. Sometimes it seems hopelessly
squeezed out by tough competition from
the big publicly-held and well-capitalized
corporations. In other areas the small
entity has a very definite advantage and
provides that very necessary stimulant to
our economic system and makes life hard
for the big enterprises. No matter which
way you look at it, Small Business is a
fact of life and a segment of our economy
that would be sorely missed if it were to
disappear from the scene as the closing of
many independently-owned gas stations
has just demonstrated.

Our Clients ... Our Employers

Dick Scott

Dick Scott is a highly quali
fied employment professional
specializing in the search and
placement of Accounting
personnel.

Call Dick Scott at

SCOTT-WAYNE
Personnel Consultants
575 BOYLSTON ST.,
BOSTON, MASS.

267-6505
Client Companies Assume All Fees
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Being a journal published by professional
accountants, THE WOMAN CPA will
feature this column for the purpose of
discussing as many of the accountingrelated and strictly business-oriented
aspects of the “Smalls” as possible, such
as financing and capitalization, taxes and
recordkeeping requirements, personnel
problems and considerations, and the role
of the entrepreneur in general.
There can be no question that the
small business entity has great needs for
competent professional advice, and a sub
stantial number of the members of both
societies serve small business as associates
or outside accountants.
Planning is the name of the game — for
present success, future growth and for the
welfare and benefit of the principals’
families.

The Chart House
Locations
California
Colorado
Connecticut
Hawaii
Idaho
Rhode Island
Louisiana
Massachusetts

AND NOW

BOSTON
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Reviews
Writings in Accounting

Dr. Marie E. Dubke, CPA, Editor
Memphis State University
Memphis, Tennessee
"ACCOUNTING CHANGES AND
STOCK PRICES," Robert Kaplan and
Richard Roll, FINANCIAL ANALYSTS
JOURNAL, Vol. XXIX, No. 1, JanuaryFebruary, 1973.

Unconvinced by arguments that changes
in accounting principles which increase
earnings also support higher market prices
for shares of stock, Professors Kaplan and
Roll carried out some empirical research
of accounting changes and stock prices.
These theorists believe that when a com
pany changes accounting principles, inves
tors are aware and refuse to pay more for
stock than “the firm’s true economic
condition” warrants.
The authors selected 275 firms that
switched from productive-life to the flowthrough method of amortizing investment
credit and 57 companies which did not
switch. They also surveyed 71 companies
that changed from an accelerated depreci
ation method to straight-line. They clas
sified those changes in market prices
which were “due either to unspecified
events or to earnings increases associated
with the accounting changes” as abnor
mal.
As one might expect, the stocks of
companies which had increased their
earnings through changes in accounting
principles experienced “abnormal” in
creases upon the initial earnings announce
ment. However, within 20 weeks after the
announcement these stocks began show
ing “abnormal” declines. In contrast,
stock prices of firms that had not changed
their accounting principles rose shortly
after the announcement of earnings and
continued to increase steadily throughout
the observed period.
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The authors attribute these changes in
market prices to the publication of an
nual reports, which divulge the true na
ture of earnings. Their research supports
the belief that “the existence of sophisti
cated investors should prevent a company
from influencing its stock prices by manip
ulating accounting conventions.”

Michael L. Cobb
Graduate Student
Memphis State University

“ACCOUNTING: SOCIALLY RESPON
SIBLE AND SOCIALLY RELEVANT,”
Richard G. J. Vangermeersch, Harper &
Row, New York, 1972; 363 pages, paper
back, $6.95.

Richard G. J. Vangermeersch, a Uni
versity of Rhode Island Professor, has
edited a collection of thirty-seven articles
illustrating the exciting and changing na
ture of the accounting profession. The
book, in paperback, has been organized
into three parts.
Part I is titled “Accounting in Society
and Organizations.” The first article in
this section, “The Scope of the Profession
of Accountancy” by F. A. Cleveland
dates back to 1905; however, it is not
dated and is just as relevant today. The
second article, reprinted from a 1906
Journal of Accountancy, asks the ques
tion, “What is the investor entitled to
know?” Another selection is Sidney
Davidson’s “Accounting and Financial
Reporting in the Seventies,” which may
become a classic. Part I deals with both
internal and external reporting and in
cludes articles on such other topics as
budgeting, research and development, the
SEC and accountants, and internal audi
ting.

The first selection from Part II entitled
“Accounting Concepts” is an excerpt on
“Concepts” from Paton & Littleton’s
masterpiece “An Introduction to Corpo
rate Accounting Standards.” Part II con
tains articles on the going concern as
sumption, the realization concept, price
level accounting (Maurice Moonitz) and
conservatism (Robert R. Sterling).
Selections in Part III focus on financial
accounting. Titled “Accounting Prac
tices,” it reveals what accountants are
doing in the areas of depreciation disclo
sure, leasing, inventory pricing, earnings
and financial statement interpretations —
to name a few. These articles are written
by such notables in the profession as
John H. Myers, Arnold W. Johnson and
Leopold A. Bernstein.
The articles are selected and grouped
to show how the accounting profession is
constantly responding to and adapting to
meet social responsibilities. The book is
excellent and interesting reading. The
articles are from a variety of sources,
including non-accounting journals. The
table of contents is much too long to list,
but the information given above should
be enough to whet anybody’s reading
appetite.
Glenda E. Ried, CPA
University of Toledo

"ACCOUNTING RESEARCH AND AC
COUNTING PRINCIPLES", Robert L.
Hagerman, Thomas F. Keller, and Russell
J. Petson, THE JOURNAL OF ACCOUN
TANCY, Vol. 135, No. 3, March 1973.

The formation of the Financial Account
ing Standards Board (FASB) presents an
opportunity for new direction and new
commitment in the profession of accoun-

tancy. The authors cite a need for new
direction based on unsatisfactory results
in the past. Formerly, emphasis has been
directed toward narrowing the alterna
tives available to accountants, thereby
increasing the comparability and uniform
ity of financial statements. The decrease
in alternatives is assumed to increase the
comparability (and therefore the useful
ness) of investor’s financial information.
Since this emphasis is based on the false
premise “that uniformity of method pro
duces comparability of results”, the time
has come for new direction and new
emphasis.
The authors examined two methods of
empirical research to support their argu
ment: the laboratory method and the
market-oriented method. The laboratory
method supports the conclusion that the
investor (or user of financial statements)
is often unable to reconcile the difference
in accounting treatment for the same
economic event. Since the only informa
tion available to the laboratory subject is
the financial statement, the environment
becomes too controlled. Therein lies the
weakness of this method. In marketoriented studies, however, subjects re
ceived exposure to other, alternative
sources of information (i.e., analysts,
financial news, etc.) concerning the com
panies under consideration. After a short
time lag, investors in this group were able
to compensate for varying methods of
accounting for economic events, evi
denced by activity on the stock markets.
This group, though less controlled, more
closely approximated the real world. By
examination and comparison of these two
methods of research, the authors support
ed use of the market-oriented method by
the FASB in its formulation of the
principles of accounting.
In their opinion the FASB should
focus on the usability of information
(supporting the market-oriented method)
rather than the application of some
“best” accounting principle which im
poses an artificial uniformity on a nonuniform environment. Disclosure be
comes particularly important in the
application of the market-oriented meth
od. Any unique aspects of a particular
transaction should be disclosed along
with the underlying accounting principles
which govern the treatment of the trans
action.
In summary, the authors present a
valid argument for a new direction sup
ported by analysis of past research.

WOMEN

IN FINANCE
Interested in expanding your career opportun
ities? If so, let the professional staff of Person,
Inc. assist you with the next move up in your
successful career.

Today's job market for women offers excellent
opportunities to make creative, progressive career
moves. The next step in your career can mean a
new series of promotional opportunities and in
creased financial rewards.
Person, Inc. is a placement/executive search firm
which specializes in the recruitment of profes
sional women for major national and international
corporations. Naturally, employers pay all fees.
Person, Inc. has positions throughout the United
States. We are presently searching for:

Accounting Generalists
Accounting Managers
Auditors
Cost Accountants
C.P.A.'S
Financial Analysts

M.B.A.'S
Operations Analysts
Sr. Project Analysts
Systems Consultants
Systems & Procedures Analysts
Tax Accountants

Call Person, Inc. at 1-313-353-4560 or send your
resume in confidence, indicating current and ask
ing salary plus geographic preference and limit
ations.

Person, Inc. specializes in the placement of ALL
professional women.

PERSON, INC.
Suite 305
16900 West Eight Mile
Southfield, Michigan 48075

Joseph Lee Williams
Graduate Student,
Memphis State University
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Tax
Forum
Tax Shelters and Related Code Sections

Barbara M. Wright, CPA
Ernst & Ernst
Tampa, Florida
In the last issue of the Tax Forum we
discussed with a rather broad-brush ap
proach certain general tax sheltered in
vestments. In considering investments of
this type taxpayers should always give
some though to the effect they may have
on their overall cash/asset and tax posi
tions. Generally speaking a tax shelter is
most advantageous to an individual in the
50% or greater tax bracket. Liquidity is
also a factor since these sheltering invest
ments are usually not readily saleable.
Consequently, they should be made from
funds not required for current expenses;
i.e., the investments should come from
surplus cash after making provision for
normal living costs and an emergency
reserve. Assuming the investor has met
these two initial criteria for sound tax
shelter planning, the next step should be
to examine the relationship of shelters to
other code provisions in light of the
investor’s own tax situation.
Minimum Tax on Tax Preferences

An area of the Internal Revenue Code
aimed at discouraging tax shelters is the
minimum tax imposed by Section 56 on
items of tax preference as defined in
Section 57. Among items of tax prefer
ence frequently resulting from tax shel
ters are: (1) 50% of long-term capital
gains; (2) excess of percentage depletion
over the tax cost of the property; and (3)
excess of accelerated depreciation over
straight-line on real property and personal
property that is subject to a net lease.
Before 1972 excess investment interest
was also considered a tax preference item.
Since there is allowed a $30,000 exemp
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tion plus an amount equal to the income
taxes imposed for the current year and
available carryovers, the minimum tax
generally has a relatively minor effect on
tax shelters. The rate itself (10%) is not
high enough to be a great deterrent. For a
highly paid taxpayer the impact of the
tax preference items is very likely to be
more adverse under the maximum tax
provisions than under minimum tax. As
indicated above, it is frequently possible
to avoid the minimum tax completely
because of the double cushion of (1) the
$30,000 standard exemption and (2) in
come taxes paid.
Maximum Tax on Earned Income

Section 1348 limiting tax on earned
income to a rate not greater than 50%
was enacted for taxable years beginning
after 12/31/71 (60% for taxable years
beginning after 12/31/70 and before
1/1/72). Tax on earned income does not
reduce the marginal rate for passive in
come, and therefore in a year when there
is relatively high earned income as well as
unearned income, the rate for the latter
may still be at 70%. For example, if we
assume a married taxpayer with earned
taxable income of $200M and dividend
(passive) income of $20M, tax on the
dividend income will be at 70% or $14M
despite the fact that tax on the earned
income would be limited to no more than
50%. Section 1348 offers relief only for
earned income and it does nothing for
other income. The layer principle em
ployed in the tax calculation results in
dividends, interest and other forms of
passive income being taxes as if they were
the last income earned and consequently
subject to the highest marginal tax rate.
For this reason tax shelters will still be of
considerable interest to the high bracket

taxpayer, especially one who has un
earned income superimposed on high
earned income. In the above situation, for
example, if the taxpayer had a deduction
for intangible drilling costs of $20M it
would be used to offset passive income
resulting in tax savings of $14M. Thus, if
the taxpayer had invested $20M in a
limited partnership the actual after-tax
cash outlay would be only $6M.
On the other hand, it should be kept
in mind that tax preferences in excess of
$30M are deductible in arriving at the
amount of earned taxable income subject
to the 50% maximum tax (Section
1348(b)(2) (B)). For taxpayers with sub
stantial salaries that are normally subject
to a maximum tax of 50% the deduction
from earned income resulting from tax
preference items may be a costly factor
for consideration. If their total income is
in the 70% bracket and they have sub
stantial tax preference items it could shift
some earned income from a 50% tax level
to the 70% rate. In effect a dollar of
income normally taxed at 50% is convert
ed into a dollar taxed at whatever the
higher marginal rate is for a particular
taxpayer. The following example will
illustrate how preference items may
change the rate of tax imposed on earned
income. (No provision has been made for
the usual exemptions and deductions
available in arriving at taxable income.)
Another point for consideration in an
investment in a limited partnership would
be the Service’s classification of a loss
which the taxpayer expects to use in
sheltering passive income. Although it
may be presumed that earned income
would have to meet the test of compensa
tion received for services actually render
ed, and that a passive partner in a limited
partnership would fail this test, the Ser-

Earned Income
L.T. Cap. Gain
Tax Preferences

$200,000

$200,000
200,000
(100,000)

$200,000
200,000
(200,000)

Taxable Income

$200,000

$300,000

$200,000

Tax Liability

$ 92,060

$169,060

$110,980

$ 12,000(1)

$ 18,920

Increased Tax on Earned Income

—

(1)Tax on capital gain is $65,000.

to have no economic “raison d’etre” and
the only justification appears to be one of
tax savings, it should be examined closely
with a view to the possible application of
Section 183. This should not, however,
discourage an investment in legitimate
high risk ventures such as oil well explora
tion which is presumed to be a business
activity engaged in for profit.
Administrative Proposals

vice may take the position that the loss
comes from a business in which both
personal services and capital are mate
rial income-producing factors. Based on
this assumption losses from oil and farm
ing ventures would be deductible in part
from earned income. If the Service were
successful in claiming that a limited part
ner could receive earned income from the
partnership, could it further claim that
losses from this type of entity are deduct
ible from other earned income? In 1929 a
General Counsel Memorandum (G.C.M.
6563) stated that a loss from one business
is not a deduction in computing net
profit from another, nor is it a deduction
which is properly allocable to or charge
able against earned income. The loss will
reduce total net income, but it will not
reduce the amount of earned income.
Whether the Service today would accept
this memorandum as a valid argument
against reducing earned income with
limited partnership losses is problematic
al. Presumably if losses are used to reduce
earned income, any later profits from the
partnership would be subject to maxi
mum tax provisions.
NOTE: Section 1348 has previously been dis
cussed in the November 1970 and January
1972 issues of The Woman CPA.
Excess Investment Interest

The limitation on excess investment inter
est imposed by the Tax Reform Act is
another area that affects tax shelters
(Section 163(d)). In essence the deduc
tion that may be taken for investment
interest is limited as follows: (1) the first
$25,000 is fully deductible; (2) an addi
tional amount equal to the net invest
ment income is also deductible; (3) any
amount of investment interest beyond
this is deductible to the extent of capital
gains; (the effect of this, of course, is to
change long-term capital gain into ordi
nary income.) (4) one-half of the remain
ing excess investment interest may be
charged against income in the current
year and the balance carried forward
indefinitely. This limitation does not ap
ply to business interest, so as a general

The deferral of taxes afforded by shelter
ed investments will be seriously curtailed
if the proposals made earlier this year by
President Nixon are enacted into law.
These proposals represent a two pronged
attack on tax shelters for individuals and
pseudo (Sub S) corporations. The present
10% minimum tax on preferences would
be replaced by a Minimum Taxable In
come provision (MTI) and a new Limita
tion on Artificial Accounting Losses
(LAL).
Minimum taxable income would re
quire payment of at least a minimum
regular income tax on half the expanded
adjusted gross income (EAGI). To arrive
at EAGI the present tax benefits from
long-term capital gain, exercise of quali
fied stock options, percentage depletion
and exempt income earned abroad would
be added to adjusted gross income as it is
now defined. From expanded AGI there
would be allowed deductions for personal
exemptions, a flat $10,000 in lieu of
itemized or standard deductions, invest
ment expenses equal to investment in
come, and medical expenses and casualty
losses to the extent they exceed 10% of
EAGI, respectively. The tax computed on
one-half of this net figure would be the
amount paid if it is greater than the
individual’s regular tax.
The limitation on artificial accounting
losses would bar the use of the following
as deductions from income derived from
an unrelated source: accelerated deprecia
tion; preopening (construction) costs; in
tangible drilling costs on productive wells;
and prepaid feed deals. For example, an
investor with a deduction for prepaid
Nonprofit Activity
feed
expense in the current year will no
Although the majority of limited partner
longer
be allowed to deduct this from
ships are certainly formed with the intent
earned
or other income. The disallowed
and expectation of “turning a profit”, the
extended hobby loss provisions of the deduction in the present year will become
1969 Tax Reform Act require a prospec a Deferred Loss Account and will be
tive investor to exercise care in choosing deductible only against future related
the form of investment. Section 183 income from the sale of cattle.
To date (8/10/73) Congress has taken
covers the disallowance of deductions in
no
action on these proposals. However, it
excess of income from an activity that is
probably
can be forecast with reasonable
presumed not to have been entered into
for profit or from one where the principle accuracy that some form of legislation
motive is tax avoidance. In other words, restricting tax shelters will be enacted
if a potential investment situation seems soon.
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rule interest incurred in connection with
rental property will not be affected.
However, if there is a net lease arrange
ment there are limitations imposed (Sec
tion 163(d)(4)(A)). Also exempt is inter
est paid on home mortgages, consumer
loans and installment purchases.
If investment interest is incurred for a
tax shelter (other than one involving a net
lease) or to protect tax sheltered income
the limitation should have little effect.
The impact is felt when a taxpayer
attempts to shelter earned income with
excess investment interest. Even here,
however, the $25,000 exemption and the
carryforward provisions will reduce its
effectiveness.
For the years 1970 and 1971 excess
investment interest was considered a tax
preference item subject to the minimum
tax provisions. However, in 1972 it was
no longer considered a tax preference
item but instead became limited in its
application to income as explained above.
The proposed regulation on tax prefer
ences and the maximum tax (1.1348-2(d)
(3)(ii) seems to imply that excess in
vestment interest which has been de
ducted will also be considered a tax
preference item for purposes of determin
ing the amount of earned income subject
to the maximum tax provisions. In light
of the statutory cut-off date under Sec
tion 57 for excess investment interest, it
will be interesting to see whether the
Service can sustain the position that this
is a preference item.

Theory &
Practice
Social Measurement

Margaret L. Bailey, CPA
Wheat Ridge, Colorado

were rarely used five years ago are now
being used with monotonous frequency.
But, like it or not, it now appears quite
Today’s accountant is educated, trained, certain that accountants are going to have
and experienced in preparing reports to to adjust their reports to provide the
management regarding the results of its information which will soon be demand
activities. Today’s report usually presents ed of them.
financial data expressed in dollars, and it
“Social Measurement” is one name
presents the direct income and expense of given to the newer type of report being
a business and the historical costs of those considered. And it appears that not only
assets it has left as well as the obligations accountants in private industry will be
it owes.
expected to produce such Social Measure
More and more comments are heard ment reports, but also accountants in
that such reports are not adequate — governmental agencies and in non-profit
particularly from those who don’t have to institutions. Each segment of society will
pay for the cost of their preparation. In a report not only the direct results of its
short time accountants will be expected basic purpose (such as building highways,
to come up with “more meaningful re educating high-school students, or selling
ports.”
equipment) but will also report on the
What kind of report is expected? side effects of its activities, including
Possibly some translation of our present contributions made to the general public
style of report into dollar amounts that benefit.
would reflect current values would fill the
What kind of report is expected?
needs of a few of those demanding a Might it look something like the “Social
change. But such reports would still cling Report” shown below? Will an attempt
to the typical statement of income and be made to put a dollar value on such
expense, balance sheet, and changes in things as land left useless by a strip
financial position. A discussion of depar mining company? If so, will that dollar
tures from historical cost was presented amount be measured by the expected
in the April issue of this journal, however, cost to reclaim the land for some other
use?
and will not be considered here.
The rather startling development is
that society is beginning to demand an
altogether different kind of report from
SOCIAL REPORT
accountants. It may be the result of the
current concern with the environment. BENEFITS GENERATED:
$ 35,000
Every profession — and nearly every Unemployed Persons Hired (35)
major business — seems to feel that it Taxes Generated — Federal $45,000
— State
10,000
must project an image of being greatly
- Local
25,000 80,000
concerned about the environment. So in
Safety Devices Installed
5,000
advertising, in employee training, in com Health Care Provided
munication with stockholders, and in
(415 Employees)
30,000
reports to the public, words such as
$150,000
“ecology,” “pollution,” and others which
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OBLIGATIONS UNFULFILLED:
Stream Pollutants Discharged
(35 Lbs. per day)
Landscape Defiled (2½ acres)
Pollution from Employee Autos
(commuting to work)

$ 32,000
26,000

14,000
$ 72,000

NET CONTRIBUTION
TO SOCIETY

78,000

$150,000

How is one to measure the pollutants
arising from the primary activity? One
might accurately report the pounds of
various pollutants which result, but that
has little meaning unless it is translated
into labor hours or dollar values required
to eliminate the undesirable product. This
would be a problem faced in a report
prepared on a governmental agency’s
highway program cutting through a grape
vineyard — leaving great gashes in the
surface of the earth and bringing into the
area hordes of vehicles with their inevita
ble smog. Or the same problem would be
faced in the report of a local milk
company that puts milk into lovely plas
tic bottles with the ultimate empty car
ton causing increased problems of dis
posal.
How can one assign a dollar value to
the benefit arising from providing em
ployment of, say, ten people? If a mon
etary measurement of activity is not used,
what will take its place? Can we use
general terms to describe performance —
such as “satisfactory,” “excellent,” or
“inadequate”?
How will management react? Business
has long been in the habit of providing
rather detailed information to the public,
and many firms are already introducing
concepts of social responsibility into their
organizations. Perhaps the reaction in

private industry to such in-depth reports
will not be severe. But governmental and
non-profit agencies have long been shield
ed from much exposure of their activities.
They have been able to conduct their
affairs with little information leaking
back on their effectiveness. Is it possible
that in the future a report may be issued
to the effect that the XYZ PUBLIC
AGENCY spent 78% of its revenue on
items other than the basic purpose for
which it was formed — and that it left
325 people in worse position than they
were six months ago whereas the well-being of only 212 persons was consider
ed to be improved? Will the new social
measurement reports on a school indicate
that only 16% of the students were
elevated to an acceptable level in music —
24% to an acceptable level in finance,
etc?

Only very few examples can be found
to illustrate the format which such a
report might take. In one instance this
editor noticed that an arbitrary dollar
amount was assigned to specific pollution
items (such as 1¢ per mile on automobile
emissions). It would seem that arbitrary
costs will have to be used by pioneers in
the preparation of social measurement
reports — at least until such time as
standards can be developed. The task of
developing standards in this area may
seem an impossible task. Yet, the assign
ment has been attacked. The American
Institute of Certified Public Accountants
appointed a committee on Social Mea
surement which is trying to develop
tentative principles and standards for a
corporate social report. To date only the
profit-oriented firms have been consider
ed. Hopefully the non-profit and govern

mental organizations will not be neglect
ed when methods of measuring and
reporting are initiated. “Accountability”
is a social concept that should be applied
uniformly to all entities.

Since April 15, 1972, the date we
opened our office, we have become in
volved as consultants and interpreters to
more than twenty local community or
ganizations, and we also have been called
upon from Washington, D.C., New York
City, Brockton, Mass., and Madison, Wis
consin to consult on a variety of public
interest problems.
Early in June of 1972 we testified
before the Accounting Objectives Study
Group and urged that the profession
recognize its responsibility to act as con
sultants and interpreters of financial re
ports and data to consumer, community,
and citizens’ groups.
During September 1972 we appeared
at the Graduate Study Conference of the
California Society of CPA’s, where we
urged expanded participation of the pro
fession in matters of broad social con
cern.
In both of these appearances the re
sponse of the participants was extremely
enthusiastic. As a result, we have been
sending copies of our quarterly reports to
various parts of the country.

such organizations can help solve pressing
social problems, improve the image of the
profession, provide a stimulating and ex
citing work experience and the knowl
edge that we have found a vehicle for
functioning as professionals in working
toward the solution of some of the
problems presently confronting our com
munities. By demonstrating that account
ing can offer the opportunity to partici
pate in the process of social change, we
can encourage bright young people to
enter our profession.
Accountants for the Public Interest
will attempt to provide answers for
clients and problems: clients who could
not get professional services until now
and problems that could not have been
handled professionally before. The need
for our type of service is both massive
and, as witnessed by our brief history,
highly effective in aiding other public
interest organizations to affect reasonable
and justifiable change through objective
investigation, analysis, and research. Our
growing involvement in local problems of
public interest during the past year has
clearly demonstrated the need for others
in our profession to follow suit.
We offer our assistance in helping to
form and organize similar groups else
where. We are therefore arranging a na
tional conference on public interest ac
counting in San Francisco November 1-2,
1973.

Summary

Accountants are now facing a demand to
consider the needs of society today and
to find a way of reporting whether
industry, government, and non-profit
entities are fulfilling those needs. We are
being asked to come up with a report to
disclose whether an entity is meeting its
responsibility to the rest of society even
though no definition has yet been made
as to what that responsibility may be. Yet
the demands stated at the present are
likely to be only a sampling of far more
stringent requirements in the next year or
two.

(Levy continued from page 11)

Rural Legal Assistance which involved an
analysis of the costs and operations of
two Farm Labor Centers in Tulare Coun
ty, California, in connection with the
Housing Authority’s proposed rent in
crease. For the San Francisco Citizens’
Golf Association, we analyzed and com
pared costs and income of certain public
ly and privately-operated San Francisco
Bay Area courses in connection with a
proposal to lease one of the city-owned
facilities.
The Youth Law Center has retained us
to study the costs and financing related
to the care of dependent children in San
Francisco in connection with a plan to
develop comprehensive facilities to
handle these children. San Francisco Law
yers’ Committee on Urban Affairs has
asked us to assess the feasibility of
including low and moderate-cost housing
in a large new development on the San
Francisco peninsula. The San Francisco
Ecology Center has engaged us to investi
gate and review the financial elements of
a proposed $390,000,000 expansion pro
gram at the San Francisco International
Airport. We have also received inquiries
from the Mexican-American Legal De
fense and Education Fund, American
Civil Liberties Union, San Francisco
Equal Employment Opportunities Proj
ect, Environmental Defense Fund, the
Council on Municipal Performance, and
others.

Conclusion

We hope to encourage groups of accoun
tants in other parts of the country to
establish “public interest accounting
firms” such as Accountants for the Public
Interest. Participation by practitioners in
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Editor’s Notes
We are pleased to present to our readers a
“New and Improved” (we hope) Woman
CPA. More people than we could name
contributed their time, their advice, and
especially their ideas, so we take this op
portunity to thank all of them.
Two factors made the change in for
mat possible: a new printer and a new
advertising director. Our new printer,
Woodland Publishing Co., Inc. of Bed
ford, Massachusetts, has many years of
experience in the printing and publishing
of professional and technical journals and
has — to the editor’s delight — assumed
the responsibility for design, lay-out, and
proofing, thus giving her more time for
purely editorial work.
The increased costs resulting, under
standably, from the change in format will
be offset by advertising revenue, brought
in by our new Advertising Director Hugh
C. Hanratta. Mr. Hanratta has a B.S. in
Economics and has been in advertising for
almost ten years. He is a partner in
Hanratta, McGrath and Associates, an
advertising agency in Boston, and handles
the advertising for several other profes
sional and technical journals. We are
naturally happy that so many fine com
panies have purchased space in this and
future issues and encourage our readers to
take advantage of the products, services
and job opportunities offered by our
advertisers.
With the new format a change in con
tents became possible. The editors have
always known that our audience repre
sents a wide range of professional inter
ests. But, given the space limitations
under the old format, all they could do
was to publish articles on different sub
jects and then hope that every reader
would find something to interest her. The
institution of the three departments, Re
views, Tax Forum, and Theory and Prac
tice, constituted an attempt to service our
readers better and to meet the needs and
interests of more of them.
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In order to do our part in helping you
to update your professional competence
by providing you with the technical infor
mation you need, we are starting several
new departments with this issue:
The EDP Department will be under
the editorship of Dr. Elise G. Jancura,
CPA. Her qualifications for this task in
clude a joint appointment as Associate
Professor in the Accounting and the Com
puter and Information Science Depart
ments at Cleveland State University. In
addition, Dr. Jancura was actively involv
ed in the establishment of the university’s
Computer Center and worked for several
years as a systems engineer with IBM
Corporation. She has been a frequent
speaker on computers and related sub
jects at annual and regional meetings of
our societies.
The Financial Statements Department
will be edited by Glenda E. Ried, CPA.
She is well qualified to handle this depart
ment since her primary interest is in the
financial accounting and auditing area.
She has a bachelor’s and a master’s degree
in accounting from the University of
Toledo and is now an Assistant Professor
of Accounting at that institution. Ms.
Ried is well-known to our readers
through her many articles in The Woman
CPA, the last one appearing in the July
issue.
The Legal Developments Department
will be under the editorship of Dr. Patrica
C. Elliott, CPA, who researched auditors’
legal liabilities for her doctoral disserta
tion. After several years at the University
of Texas at Arlington she is now Asso
ciate Professor of Accounting at the Uni
versity of Washington in Seattle. Dr.
Elliott is the author of several articles on
taxation published in this and other pro
fessional journals and a frequent speaker
on taxes, accounting matters, auditors’
legal liabilities, and women’s rights.
The Small Business Department will be
edited by Barbara I. Rausch, CPA. Ms.
Rausch is uniquely qualified for this task
since she handled the Small Business De
partment in the Columbus, Ohio, office

of Peat, Marwick, Mitchell & Co. for
many years. She left that position two
years ago to work for one of her clients,
Ohio Harvestore, Inc. But in May 1973
her entrepreneurial spirit won and she
opened her own practice in Marysville,
Ohio. As she says in her first column, she
will feature “as many of the accountingrelated and strictly business-oriented
aspects of the ‘Smalls’ as possible.”
We have several more ideas for new
departments which we plan to introduce
in the next issue. We also hope to feature
Letters to the Editor in future issues, but
that depends entirely on you. Please tell
us what subjects you would like to read
about in the present Departments and
what new Departments would interest
you. After all, this is your journal.
Appointments to the Editorial Board

Besides the above-mentioned appoint
ments of departmental editors the presi
dents of ASWA and AWSCPA, Elizabeth
A. Reid and Katherine M. West, CPA,
made the following appointments to the
editorial board: Alice E. Fort, CPA, of
Ernst & Ernst in New Orleans, Mable W.
Kitchen, CPA, of Price Waterhouse &
Company in Cincinnati, and Henrietta
Patterson, PA, of Cook Industries, Inc. in
Memphis will fill the unexpired terms of
Genevieve F. LaBarba, CPA, Barbara I.
Rausch, CPA, and Dorothy G. Willard,
CPA.
We wish to thank Ms. LaBarba, Ms.
Rausch, and Ms. Willard for the time and
the effort they gave to our journal while
they were on the editorial board. We also
want to thank L. Sue Ratliff, CPA, for
her valiant efforts as our Advertising
Manager.

